IN THE UNI TED STATES DI STRI CT COURT
FOR THE DI STRI CT OF DELAWARE

UNI TED STATES OF AMERI CA, g
Plaintiff, g Cvil Action No.
v )
GEORG A- PACI FI C CORPORATI ON, 3 Filed: [3/29/96]
Def endant . 3
)
COVPLAI NT

The United States of Anmerica, acting under the direction of
the Attorney General of the United States, brings this civil
action to obtain equitable and other relief against the defendant
named and al |l eges as foll ows:

1. The United States brings this antitrust case to prevent
t he proposed acquisition by Georgia Pacific Corporation
("Georgia-Pacific") of the gypsum busi ness of Dontar Inc.
("Dontar"), respectively the fourth and third | argest producers
and sellers of gypsum products in the Northeast Region of the
United States. The acquisition threatens to raise prices and
har m consunmers of gypsum board in the Northeast Region in
violation of Section 7 of the Cayton Act, 15 U S.C § 18.

2. The Northeast Regi on enconpasses Washington, D.C., and
the states of Mai ne, New Hanpshire, Vernont, Rhode Island,
Connecticut, Del aware, Massachusetts, New York, New Jersey,
Pennsyl vani a, Maryland and Virgini a.

3. Gypsum board (sonetinmes called "drywall" "sheetrock" or

"wal | board") is used in the construction and repair of interior



wal s and ceilings in residential and comrercial buildings in the
United States. No good, reasonably interchangeabl e substitutes
exi st for gypsum board.

4. In 1995, United States Gypsum Conmpany, National Gypsum
Conmpany, Dontar, and the defendant, the four |argest producers
and sellers of gypsumboard in the United States, accounted for
about 90 percent of gypsum board capacity in the Northeast
Regi on.

5. Georgia-Pacific's acquisition of Dontar would increase
concentration in the production and sale of gypsum board and
woul d i ncrease substantially the |ikelihood of anticonpetitive
price coordination by gypsum board producers and substantially
increase the likelihood of higher prices in the Northeast Region.

. JURI SDI CT1 ON AND VENUE

6. This action is filed under Section 15 of the C ayton
Act, 15 U.S.C. § 25, to prevent and restrain the violation by
defendant, as hereinafter alleged, of Section 7 of the C ayton
Act, 15 U.S.C. § 18.

7. Ceorgia-Pacific sells gypsum board and ot her products
ininterstate comerce. The Court has jurisdiction over this
action and over the defendant pursuant to 15 U. S.C. 8§ 22, and 28
U S.C 88 1331 and 1337. Since CGeorgia-Pacific transacts
business in this District, venue is proper in this D strict under

28 U.S.C. § 1391(c).



1. THE DEFENDANT AND DOMIAR

8. Ceorgia-Pacific, a Georgia corporation headquartered in
Atl anta, Georgia, owns ten gypsum board plants and three gypsum
| inerboard paper mlls (which produce paper used in the
manuf act ure of gypsum board), |ocated throughout the United
States. Ceorgia-Pacific has the annual capacity to produce about
3.1 billion square feet of gypsum board. |In 1995, Georgia-
Pacific's United States gypsum board sal es total ed about $251
mllion.

9. Dontar, a major North Anmerican pul p and paper
manuf acturer, is a Canadi an corporation headquartered in Mntreal,
Quebec, Canada. Dontar, through its wholly-owned United States
subsidiaries, Dontar Gypsum Inc. and Dontar Industries, Inc. (a
di rect parent of Donmtar Gypsum Inc.), owns nine gypsum board
plants in the United States and four gypsum board plants in
Canada. Dontar has the annual capacity in North Arerica to
produce about four billion square feet of gypsum board. |In 1995,
Donmtar's United States gypsum board sal es total ed about $221
mllion.

I11. THE TRANSACTI ON

10. Ceorgia-Pacific proposes to acquire the gypsum busi ness
of Domtar in a cash transaction valued at $350 nmillion dollars.
11. Pursuant to an Asset Purchase Agreenent dated
Novenber 8, 1995, Ceorgia-Pacific agreed to acquire all of the
gypsum manuf acturing operations of Dontar and its subsidiaries.

In the United States, Ceorgia-Pacific will acquire Dontar's nine



gypsum board plants, one gypsum paper mll and two plants
produci ng gypsum joint treatnment. The purchase price for the
United States assets is approxinmately $280 million cash. Ceorgia-
Pacific al so proposes to acquire Dontar's four Canadi an gypsum
board pl ants, one Canadi an gypsum pl aster plant, one Canadi an
gypsum joint treatnment plant, a Canadi an gypsum products
war ehouse, and Dontar's 49 percent interest in a gypsumaquarry in
Mexi co that supplies gypsumrock to United States conpanies. The
purchase price is $70 mllion for the Canadi an and Mexican assets.

12. Pursuant to a Share Purchase Agreenent dated Novenber 8,
1995, anong Ceorgi a-Pacific, Dontar, Dontar Gypsum Inc., and
Dontar Industries, Inc., Ceorgia-Pacific agreed to acquire all the
capital stock of Dontar Gypsumlnc., headquartered in Ann Arbor,
M chi gan.

V. TRADE AND COVMERCE

13. Gypsum board consists primarily of a solid, flat core
of processed gypsumrock sandw ched between two sheets of
I i nerboard paper. It is produced and sold in standard w dt hs,
| engt hs and thicknesses, with one-half inch, 5/8 inch and 5/16
inch as the nost commonly produced thicknesses, and 12 feet by 4
feet as the nost commonly produced size. Gypsum board produced by
di fferent manufacturers does not differ significantly in quality,
appear ance, or use.

14. Producers of gypsum board sell to building supply
deal ers, mass nerchandi sers, buying cooperatives, whol esal ers,

housi ng manuf acturers, nobile hone fabricators and contractors.



Rel evant Product Market

15. Gypsum board differs fromall other construction
materials in physical conposition, functional characteristics,
customary uses, neans of production and pricing. Plaster, panel
board, |unber and other building products |ack gypsum board's fire
protection, ease of application, snooth surface finish and | ow
cost .

16. A small but significant and nontransitory increase in
gypsum board prices woul d not cause a significant nunber of
custoners to substitute other products for gypsum board.

17. The production and sale of gypsum board are a |ine of
commerce and a rel evant product market within the neani ng of
Section 7 of the C ayton Act.

Rel evant Geogr aphi ¢ _Mar ket

18. Ceographic markets for the production and sale of gypsum
board are regional. Gypsum board is heavy, bul ky and expensive to
ship relative to its value. It is also subject to breakage in
transport when handl ed excessively.

19. Transportation costs are a substantial portion of the
delivered price of gypsum board. The delivered cost of gypsum
board i ncreases significantly the nore distant the custoners are
fromthe producing plant. As a result, nost gypsum board is sold
within a 500 mle radius fromthe producing plant.

20. The demand for gypsum board varies across geographic
regi ons throughout the United States, since demand is driven

primarily by |local housing starts, the | evel of new commerci al



construction, and the repair and renodeling of existing buildings.
Demand for gypsum board nay vary also over tinme in any one
geographic region. Wen demand clinbs, gypsum board prices and

t he manufacturers' profits tend to be high, and custoners may be
pl aced on allocation; when demand drops, prices and profits tend
to decrease. Persistent price differences for gypsum board exi st
fromone region of the country to another.

21. Georgia-Pacific produces gypsum board for sale in the
Nort heast Region primarily at its Buchanan, New York and
W m ngton, Delaware plants. Dontar produces gypsum board for
sale in the Northeast Region primarily at its New ngton, New
Hanpshire and Canden, New Jersey pl ants.

22. Gypsum board plants |ocated in the Northeast Region
account for the magjority of sales to gypsum board consuners in the
Nor t heast Regi on, and sal es of gypsum board from plants outside
t he Northeast Region are conparatively small. To maintain
supplier loyalty in tinmes of allocation, many gypsum board
custoners continue to purchase gypsum board from | ocal producers
even when |ocal prices are higher than prices prevailing in other
geographic regions. These custoners wish to ensure their supply
during upturns in the | ocal Region when demand for gypsum board
may exceed supply.

23. Gypsum board buyers in the Northeast Regi on cannot
constrain prices by purchasing gypsum board from custoners outside
t he Northeast Region. Such purchases are not practicabl e because

of the high cost of shipping gypsum board and because nobst buyers



recei ve gypsum board on a short, "as needed," tinme franme rather
than mai ntain substantial gypsum board inventories. Substantially
all gypsum board is shipped to custoners by the producers and sold
on a delivered price basis in the Northeast Region.

24. Due to distance, high freight cost, |ack of excess
capacity and customer |oyalty, gypsum board producers with plants
| ocat ed outside the Northeast Region could not constrain a snal
but significant and nontransitory price increase in the Northeast
Regi on.

25. The Northeast Region is a section of the country or
rel evant geographic nmarket within the neaning of Section 7 of the
Cl ayton Act.

Anti - Conpetitive Effects and Entry

26. Using a neasure of market concentration called the
Her fi ndahl - Hi rschman Index ("HHI "), defined and explained in
Appendi x A, a conbination of Ceorgia-Pacific and Dontar woul d
substantially increase concentration in the already highly
concentrat ed Northeast Region. The approxi mate post-nerger HH for
gypsum board in the Northeast Region, based on 1995 production
capacity of firms with plants located in the Northeast Region and
shi pments by di stant producers to the Northeast Region, would be
over 2700 with a change in the HH of over 400 points. After the
acquisition, the three | argest producers and sellers would control
about 90 percent of the Northeast Region’s gypsum board production

capacity.



27. The proposed acquisition will facilitate coordinated
pricing activity anong the gypsum board manufacturers serving the
Nort heast Region and will increase the |ikelihood of
anticonpetitive price increases for consuners. Gypsumboard is a
honmobgeneous product, and price is an inportant dinension of
conpetition. Inportant price, cost and capacity information is
wi dely avail abl e anong i ndustry participants. Mnufacturers’
pri ce changes are announced publicly well in advance of their
i npl ementation. Manufacturers which do not sell or currently sel
smal | amounts of gypsum board in the Northeast Region fromplants
| ocated either within or without the Northeast Region, have
insufficient excess capacity or are too distant fromthe Northeast
Region to economically sell enough gypsum board to custonmers in
the Northeast Region to defeat an anticonpetitive price increase.
Consequently, as a result of this transaction, consuners in the
Nort heast Region face the danger that gypsum board prices wll
i ncrease.

28. Successful entry into the production and sale of gypsum
board is difficult, tinme consum ng and costly. A new efficient
gypsum board plant would cost over $40 nmillion to build (including
the cost of land, regulatory approvals and equi pnment) and woul d
not be operational for several years fromthe tine of site
sel ection. The equi pnent needed to manufacture gypsum board is
cust om engi neered and woul d take at |east two years to design,

manuf acture, and install.



29. Entry into the gypsum board business is nade nore
difficult by the existence of |ongstanding custonmer rel ationships
and the need to establish a reputation for good quality product
and reliability in fulfilling customer orders in tinmes of strong
and weak demand.

V. HARM TO COMPETI Tl ON

30. The effects of the proposed transaction between Georgi a-
Pacific and Donmtar nmay be to | essen conpetition substantially and
tend to create a nonopoly in interstate trade and commerce in
violation of Section 7 of the Cayton Act.

31. The transaction would have the follow ng effects, anong
ot hers:

a. conpetition generally for the production and sale
of gypsum board in the Northeast Region will be
| essened substantially;

b. actual and potential conpetition between Georgia-
Pacific and Dontar for the production and sal e of
gypsum board in the Northeast Region will be
el i m nat ed;

C. coordi nated pricing activity anong producers and
sellers of gypsum board in the Northeast Region
will be facilitated; and,

d. prices for gypsum board in the Northeast Region are
likely to increase.

VI. REQUESTED RELI| EF

Plaintiff requests:



1. That the proposed acquisition of the gypsum
manuf act uri ng operations of Dontar and its subsidiaries and the
acquisition of the capital stock of Dontar Gypsum Inc. by
Ceorgia-Pacific be adjudged to violate Section 7 of the C ayton
Act ;

2. That the defendant be permanently enjoined from carrying
out the Asset Purchase Agreenent, dated Novenmber 8, 1995, and
Share Purchase Agreenent, dated Novenber 8, 1995, or fromentering
into or carrying out any agreenent, understanding or plan, the
effect of which would be to conbine the businesses or assets of

CGeorgi a-Pacific and Dontar;



3. That Plaintiff be awarded the costs of this action; and

4. That Plaintiff have such other relief as the Court may

deem just and proper.

Anne K. Bi ngaman
Assi stant Attorney Ceneral
District of Colunmbia #3699900

Lawrence R Fullerton
Deputy Asst. Attorney General
District of Colunbia #251264
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State of New York(no bar nunber
assi gned)

Const ance K. Robi nson
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District of Colunbia #244800

Gregory M Sleet, US. Atty
By: Richard G Andrews, AUSA
State of Del aware #2199

1201 Region Street, Suite 1100
W | m ngton, Del aware 19899
(302)573-6277

Ant hony V. Nanni

Chief, Litigation |I Section
State of New York(no bar nunber
assi gned)

WIllie L. Hudgins

Asst. Chief, Litigation Il
Section

State of Virginia #01547

John Schnol |
State of Wsconsin #1013897

Justin M Denpsey
State of Maryl and(no bar nunber
assi gned)

Charl es R Schw dde
District of Col unmbia #388719

11 -



Donna Al berts
State of Illinois #06209422

Maurice E. Stucke
State of New York(no bar nunber
assi gned)

Brigid Thomas
State of Virginia #37680

Anthony E. Harris
State of Illinois #01133713

Att or neys

U S. Departnment of Justice
Antitrust Division

City CGr. Bldg., Rm 4000
1401 H Street, N W

Washi ngton, DC 20530

202/ 307-5780

Dat ed:
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APPENDI X A
DEFINITION OF "HH "

The Herfindahl -H rschman Index ("HH "), a commonly accepted
nmeasure of Market concentration, is calculated by squaring the
mar ket share of each firmconpeting in the market and then sunmm ng
the resulting nunbers. For exanple, for a market consisting of
four firms with shares of thirty, thirty, twenty, and twenty
percent, the HH is 2600 (30> + 30° + 20* + 20°> = 2600). The HHI
takes into account the relative size and distribution of the firns
in a market and approaches zero when a market consists of a |arge
nunber of firms with relatively equal market shares. The HH
i ncreases both as the nunber of firms in the market decreases and
as the disparity in market share anong those firnms increases.

Markets in which the HH is between 1000 and 1800 are
considered to be noderately concentrated, and markets in which the
HH is in excess of 1800 points are considered to be highly
concentrated. Transactions that increase the HH by nore than 100
points in highly concentrated markets presunptively raise
significant antitrust concerns under the Departnment of Justice and

Federal Trade Comm ssion 1992 Horizontal Merger Cuidelines.



